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Starts of rental and condominium dwellings in multiunit structures dropped 

from almost 45 percent of all U. S. private housing starts in the late 1960's and 

early 1970's to less than 25 percent last year. Less than a quarter of the housing 

recovery that began in early 1975 has come from multiunit building, and this 

sector has lagged even further in recent months.1 What has brought multiunit 

starts so low? How long w ill the slump continue? Even a brief analysis must 

consider four factors: underlying demographic forces in housing demand; 

cyclical demand factors; multiunit housing inventory; and the returns to owners 

of multiunit housing.

In analyzing housing demand, two sets of forces can be usefully distinguished. 
Secular developments include demographic and real income trends as well as 

long-term movements in relative prices— particularly land prices. Cyclical 

forces include income, price, and interest rate movements.

Demographic shifts have become particularly important. The rapid fall in 
multiunit starts after 1972 is consistent with basic demographic changes that 

began in the early 1970's.2 Households (including single persons) typically 

occupy multiunit housing early and late in life; most households in the 30-64 

age group occupy single-unit housing. During the 1960's, the building of 

multiunit housing was spurred by increases in the proportion in the younger 

and older age groups as well as by sharp increases in single-person households 

in those groups. In contrast, the proportion of population from 30 to 64 years 

old fell. A ll three of these demographic factors tended to raise demand for 

multiunit housing relative to single units.

’ Data on m ultiunit starts include structures w ith two or more units. These encompass most 
condominium units as w ell as rental apartments.

2For a more extensive analysis of demographic trends and housing demand, see Thomas C. Marcin, 
The Effects of Declining Population Growth on the Demand for Housing, U. S. Departm ent of 
Agriculture, Forest Service, General Technical Report NC-11, 1974.
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Multiunit starts declined sharply and recovered 
sluggishly.

CHART I

- (Seas. Adj., Ann. Rt.)

Mil. Starts 

-  1.6

-  1.2

-  .8

-  . 4

-72 '74

i i - O  

7 6

In the early 1970's, growth in the proportion of 

younger and older groups slowed, but the proportion 

from 30 to 64 years old rose. These trends tended to 

lower relative demand for multiunit housing. The 
housing stock contained some 22- to 23-million 

multifamily units at the time, compared with the 

addition of about a m illion new units in the peak 

year of 1972. Thus, small reductions in demand for 

all multiunit housing had a large impact on the need 

for additional units.
Builders and developers reacted to these popula

tion changes by combining attractive features of both 

homeownership and apartment living in multiunit 
structures with condominium ownership. Such 

combinations were largely aimed at younger and 
older buyers. Needless to say, condominiums were 

not so attractive to buyers as they were to develop
ers. Overenthusiastic building has left a large inven

tory of condominiums competing against the output 

of potential housing developers.

Cyclical demand factors— changes in real income, 

credit costs, and occupancy costs— worked against 

all new types of housing from late 1973 through

1975. Steeply falling real incomes and steeply rising 

interest rates discouraged builders and persons 

seeking better quarters. These cyclical conditions 

hit both main types of housing construction, but 

their effect on apartment building was exacerbated 

by long-run demographic factors and developers' 

slow reaction to them. Insensitivity to impending 

demographic changes was probably one factor that 

kept multiunit building levels too high too long. 

Vacancy rates on rental housing began drifting up 

in early 1972. Soon after, the number of apartments 

rented within three months of completion— apart

ment absorption— declined. Apartment absorption 

in the third quarter of 1975 was more than 50 
percent below its annual 1973 level and well below 

any third-quarter figure since the series began in 

1969. (The absorption rate also declined after 1973, 

but by less than the number of apartments absorbed 

since the number completed also declined.)

The extent of the oversupply of multiunit housing 

is suggested by cost trends of homeownership and 

rent. Rental and homeownership costs include three 

items: construction, interest, and maintenance. 

Rental costs also include owners' profits. Construc

tion costs of multiunit and single-unit housing have 

risen at about the same rate since 1971; interest 

costs for each have moved in parallel fashion. On 

the other hand, rentals, the price owners of multi

unit housing can get for their wares, have risen 

much less than either homeownership costs for 

single-unit housing or overall prices. From 1972 

through 1975, rents rose an average 4.8 percent per 

year; homeownership costs were up 9.1 percent; 

and all consumer prices, 9.0 percent. These price 

changes do much to explain the common complaint 

of potential builders and lenders that the numbers 

on multiunit housing "do not make sense 

these days."

Where does this leave the recovery in multiunit 

housing? Demographic trends unfavorable to

CHART II
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Note: Projections from U. S. Bureau of Census, Series II, 
(moderate growth).
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Rent has not kept up with home ownership costs 
or prices in general.
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multiunit housing are likely to continue for some 

time. The proportion of population in the age group 

favoring single-unit housing is projected by the

U. S. Census Bureau to rise; that favoring multiunit 

housing is projected to fall, at least through 2000.

The effects of these demographic trends could be 
mitigated by higher relative purchase and occupancy 

costs of single-unit housing or by changes in tastes. 

Although there seems to be some movement toward 
simpler homes, radical changes in tastes are not 

evident so far, and patently higher costs for single

unit housing have not stopped a steep decline in 

the proportion of multiunit to total starts.

The latest available data on rental vacancies and 
apartment absorption give hope for modest, delayed 

recovery in the short run. The fourth-quarter 1975 

drop in rental vacancies was sharper than is usual in 

the fourth quarter, and this rate is only slightly 

above its cyclical 1969-70 lows. However, apartment 

absorptions in third quarter 1975 were at a record 

low; a slight rebound in the absorption rate came 

entirely from fewer completions in apartment units. 

Since absorption and vacancy statistics cover only 

rental property, they do not indicate the inventory 

of unoccupied condominiums in multiunit struc

tures. There are little hard data on this, but news

papers and trade publications indicate that the 

condominium inventory is still large, that much of it 

is inappropriate, and that sales are still slow. About 

the most optimistic statement one can make is that 

delayed recovery in multiunit starts may help sustain 

the present business recovery by taking up slack 

as other sectors of the economy slow. ■
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